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INTRODUCTION

Pakistan’s economy is today moving briskly forward at a spar-

kling pace. Agricultural and industrial production are burgeoning

under the Second Five-Year Plan. The country is poised on the

threshold of launching its Third Plan.

The break-through on the economic front is impressive: Pakis-

tan's economy under the Ayub Administration ha^ grown at an

average rate of 5.3 per cent annually in the past five years—more

than double the rate of population growth. Accordingly, Pakistan’s

economic growth has earned such sobriquets as “dramatic achieve-

ments;” “a success story;” “a showcase.” And the New York Times

said on January 18, 1965:

The fifth most populous nation in the world, Pakistan may
be on its way toward an economic milestone that so far has

been reached by only one other populous country, the United

States. The milestone is the production of enough food to feed

the entire population.

This background report is designed to provide an insight into

the character of economic development in Pakistan, the philosophy

motivating its Five-Year Plans and the hard, statistical evidence of

economic growth.
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FARM FRONT

The mainspring of economic growth in Pakistan is the farm

front. As elsewhere in Asia, the base of Pakistan’s economy is agra-

rian. Agriculture is more than a primary source of national wealth;

it is a way of life. More than three-fourths of the country’s 110

million people depend on the land for their livelihood. Agriculture

accounts for more than half of Pakistan’s total national income and

is the key to Pakistan’s economy.

Aside from determination to press forward with the job of eco-

nomic development, two factors have greatly influenced Pakistan’s

impressive agricultural performance. In 1959, shortly after coming

to power, the Ayub Administration introduced sweeping land re-

forms. A year later, the Government launched its Second Five-Year

Plan. The Plan gave agriculture top priority. The long-term goal

was self-sufficiency in food production.

The impact of these developments on the agricultural scene was

electrifying:

• Foodgrain output during the Second Plan period achieved

the Plan target of a 21 per cent increase.

• Rice production rose 27.5 per cent as against the Plan target

of 22 per cent.

• Cotton production increased from 1.7 million bales to 2.4

million bales and surpassed the Plan target of 2.3 million.

By putting emphasis on Pakistan’s agrarian base, the Ayub Ad-

ministration demonstrated that planning was not a flight of fancy

but an exercise in realism. A measure of the Plan’s success is re-

flected in the fact that in recent years there has been a break-
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through in cotton and rice production. Pakistan has exported high

grade rice and during the recent food shortage in India, the Pakis-

tan Government offered emergency grain shipments. A bird's eye

view of Pakistan's agricultural growth is contained in the follow-

ing chart:

While the focus is on food production, Pakistan’s industrial de-

velopment has continued to progress. Indeed, since independence

in 1947, the country’s industrial progress has been remarkable.

During the past decade industrial production has registered the

highest rate of growth in the world. Production in large-scale manu-

facturing has increased five-fold between 1950-59. Many industries

have developed from scratch, among them, leather and rubber in-

dustries and jute manufacturing. Sugar refining output has risen

seven-fold since independence. Cement production has quadrupled.

In recent years factories producing fertilizers, dyes, penicillin and
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paper have moved into overtime operation for the first time in the

country’s history. Industrial growth since 1960 is best illustrated in

the following chart:

I6O-1

INDEX OF
INDUSTRIAL PRODUCTION

BASE - I9S9-60 (JUL -JUNE)*IOO

40 Lsiil
1959.60 60-61 61-62 62-63 63.64
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On the advanced industrial sector, Pakistan has also taken long

strides. A new oil refinery has opened and another is under con-

struction, one steel mill is being built and another is projected.

The Third Plan, which will be launched in July 1965, places special

emphasis on the development of heavy industries. The focus on in-

dustry is inevitable if high growth rates are to be maintained, and

dependence on foreign assistance curtailed. The principal emphasis

today, therefore, is on steel making, oil refining, petro-chemicals

and plastics, machine tools, electrical equipment and fertilizer pro-

duction. Indicative of Pakistan’s industrial growth and increasing

attractiveness as a foreign investment market, 16 private Pakistan

interests and Esso Standard Eastern recently launched a joint

venture for the construction of a $25 million fertilizer plant. Mean-
while, the National Steel Corporation of Pittsburgh is collaborating

with Pakistani industrialists in erecting a steel mill at Karachi. An-
other United States firm is building a paper plant in partnership

with Pakistani enterprises.

Clearly, Pakistan is on the high road to industrialization.
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STRATEGY AND PHILOSOPHY

Pakistan’s economic blueprints are its Five-Year Plans. The

current Second Plan (1960-65) and the impending Third Plan

(1965-1970) are formulated within the framework of a long-term

strategy. The primary objective of this is to attain the following by

the end of the Sixth Plan (1980-85):

• quadruple the Gross National Product;

• create 30 million new jobs and provide full employment

to labor force;

• eliminate disparities in the per capita incomes of

East and West Pakistan;

• achieve universal education;

• attain economic self-growth;

• eliminate dependence on foreign assistance.

The philosophy of planning in Pakistan was outlined in the fol-

lowing terms by the Second Plan’s principal author, G. Ahmed,

then chairman of the Planning Commission and currently Pakistan’s

Ambassador to the United States:

No doctrinaire assumptions underlie the Plan, and neither

an exclusively capitalist nor an exclusively socialist economy
is postulated. The approach throughout is pragmatic. The fun-

damental problem is how, under severely limiting conditions,

to find some way towards the liberation of the people from the

crushing burden of poverty. Viewed in this context, economic
growth becomes a necessity for sheer survival. The compelling

consideration is that the economy must grow at a rate which

must be faster than the increase in population; also, the pace of

future growth must be such as to lead with expedition towards

a modernized and self-sustaining economy. The awakening
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aspirations of the people are exerting strong pressures on the

existing economic and social order; and no underdeveloped

country today can afford to fall behind in the race for progress

without incurring the very grave risk of internal disruption or

external intrusion. Progress must, however, be sought mainly

through inducement, less through direction. The creative ener-

gies of the people can be best harnessed to the needs of devel-

opment if policies of economic liberalism are pursued .

1

Thus, the bed-rock philosophy underlying Pakistan’s successive

Five Year Plans is that national survival depends on economic

growth and social reforms and, that such progress must be sought

by harnessing the country’s creative energies through policies of

economic liberalism rather than through doctrinaire concepts of

compulsion. The Second Plan, which ends in June 1965, puts the

issue bluntly: “Maximum scope will be given to private enterprise

in the development of the resources of the country.” In particular,

the development of industry has been made the primary responsi-

bility of the private sector. The Second Plan states:

It is a basic assumption of the Plan that for the implemen-
tation of the industrial development program, reliance will be

placed primarily on private enterprise. This assumption has

been made not so much to reduce the burden on public finance

as in recognition of the fact that private enterprise has a key

role to play in the economic development of the country .
2

Planning in Pakistan is not based on bureaucratic theory but,

rather, on hard-headed realism.

1. From the Preface, the Second Five-Year Plan (1960-65), June 1960, Govern-
ment of Pakistan, Planning Commission.

2. Ibid. p. 225.





EXIT: THE SECOND PLAN

The objectives of the Second Plan, which is now drawing to

a successful conclusion, embraced these precincts

:

TARGETS ACHIEVEMENTS

• Increase the G.N.P. 24 per cent 29 per cent

• Boost per capita income 1 2 per cent 1 7 per cent

• Accelerate foodgrain production 2
1
per cent 2

1
per cent

• Raise industrial production 50 per cent 56 per cent

(up to Decem-

ber 1963)

• Improve the balance of payments position by

increasing exports 15 percent 30 per cent

• Raise the rate of domestic saving from six per

cent to 10 per cent through a marginal rate

of saving of 25 per cent 1 2 per cent

• Achieve substantial progress towards creating

3 million new job opportunities

• Induce a better distribution of income be-

tween various groups as well as between

regions

• Press the economic growth of relatively less-

developed areas in both East and West

Pakistan

• Reorientate and expand educational, health

and social welfare facilities

• Broaden housing facilities, particularly for

low-income groups.
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The Plan envisaged developmental outlays of $4.8 billion. Do-

mestic savings financed over 60 per cent of the Plan and external

aid and foreign private investments the remainder.

Of transcending psychological importance, as President Ayub
Khan has observed, is the fact that the achievements registered un-

der the Second Plan have created in Pakistan “an unprecedented

enthusiasm for planned economic development.”
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ENTER: THE THIRD PLAN

The Third Plan will be formally launched in mid-1965. The

main target, however, is a 37 per cent increase in Gross National

Product by 1970. 1 The object is to speed the growth of the economy

at a rate of 6.5 per cent annually. The Plan will cost about $10.9

billion approximately—$6.3 billion in the public sector and $4.6

billion in the private sector. This is how the money will be spent:

REGIONAL DISTRIBUTION OF

PUBLIC SECTOR ALLOCATIONS

East Pakistan West Pakistan All Palcistan

Sector
Alloca-

tion

Per-

cen-
tage

Alloca-

tion

Per-

cen-

tage

Total

*

Per-

cen-

tage

1. Agriculture 500.85 13.0 479.85 14.1 980.70 13.5

2. Water & Power 795.90 20.7 972.30 28.5 1,768.20 24.4

3. Industry 651.00 17.0 310.80 9.1 961.80 13.3

4. Fuels & Minerals

5. Transport &
75.60 2.0 71.40 2.1 147.00 2.0

Communications
6. Physical Planning

673.05 17.5 649.95 19.1 1,323.00 18.3

& Housing 332.85 8.7 303.45 8.9 636.30 8.8

7. Education 313.95 8.2 259.35 7.6 573.30 7.9

8. Health 150.15 3.9 129.15 3.8 279.30 3.9

9. Health 15.75 0.4 10.50 0.3 26.25 0.4

10. Manpower 14.70 0.4 9.45 0.3 24.15 0.3
11. Works programs 315.00 8.2 210.00 6.2 525.00 7.2

Total Programs

Less: expected
shortfall —

3,838.80

-478.80

100 3,406.20

-466.20

100 7,245.00

-945

100

Total Program 3,360 2,940 6,300

*Million Dollars

1. See Outline of the Third Five-Year Plan (1965-70), August 1964, Government
of Pakistan.
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REGIONAL DISTRIBUTION OF

PRIVATE SECTOR ALLOCATIONS

Field of Development

East

Pakistan

(mil

West

Pakistan

ion dollars)

T otal

1. Agriculture 441 399 840

2. Water & Power 21 115.5 136.5

3. Industry 798 945 1,743

4. Fuels & Minerals 63 94.5 157.5

5. Transport & Communications 441 378 819

6. Physical Planning & Housing 493.5 346.5 840

7. Education 42 21 63

8. Health 4.2 4.2 8.4

9. Manpower 2.1 2.1 4.2

10. Social Welfare 4.2 4.2 8.4

Total 2,310 2,310 4,620

The matrix of the Third Plan is designed to accelerate agricul-

tural development and to achieve self-sufficiency in food require-

ments to the extent compatible with the other needs of the economy.

The main physical targets proposed for the farm front under the

Third Plan are given in the following table:
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Agriculture Unit Base Production

(1964-65)

T arget

(1969-70)

Rice 000 tons 11,000 14,445

Wheat 4,157 5,465

Corn 505 786

Other foodgrains 738 770

Total foodgrains 16,800 21,466

Grams 650 783

Pulses 360 495

Sugarcane 20,750 28,300

Oil Seeds 1,171 1,806

Fruits and Vegetables 4,450 5,815

Jute 6,200 8,000

Cotton 2,217 3,500

million lbs.

Tea 56 73.5

Tobacco 233 273

Major emphasis on industrial policy will be on a decisive shift

from consumer goods production to the creation of basic capital

goods industry. The aim' of this policy is to reduce Pakistan’s de-
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pendence on external assistance. The planned physical targets for

industry in 1965-70 are as follows:

Industries U nit Base Production

(1964-65)

T arget

(1969-70)

Cotton yarn million lbs. 520 720

Jute manufacturers

000 tons

365 800

Writing, printing and
47 100

packaging paper

Board 27 100

Newspaper and

mechanical paper 42 100

Cement 2,000 6,000

Steel 000 ingot tons 11 1,200

Nitrogenous fertilizers 000 tons 550 2,500

Phosphatic fertilizers 7 550

Soda ash 28 170

Caustic soda 15 90

Sulphuric acid 16 600

Petro-chemicals ... 300

Wires and cables 20 35

Machine tools

million dollars

21

Heavy machinery ... 84
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Thus, the Third Plan marks the transition between the achieve-

ments of the Second Plan and the long-term goal of a self-sustain-

ing economy. The 6.5 per cent average GNP rate of growth during

the Third Plan lies between the 5.3 per cent originally projected

for the Second Plan and the 7.5 per cent aimed at for 1985. The

Plan provides for a cut-back in the country’s dependence on ex-

ternal financial resources from 37 per cent in the Second Plan to

32 per cent in theThird. 1 Another feature of the Third Plan is that

the allocation on the education sector will be trebled to achieve

universal education by 1985 and to fulfill the rising need for skilled

manpower.

A fundamental feature of the Plan is concentration on economic

development in the eastern province which, for historical reasons,

has lagged behind the pace of economic development in the western

province. Thus, East Pakistan will receive 52 per cent of the Third

Plan’s total developmental expenditure and West Pakistan will re-

ceive 48 per cent.

1. See the Third Five-Year Plan (Revised draft) March 1965, Government of
Pakistan.

19



INCENTIVES: FOR INVESTORS

Pakistan’s primary reliance on private initiative is clearly re-

flected in the fact that the country possesses the most favorable

climate for private investment in the whole of South Asia. The im-

pact of Pakistan’s philosophy of economic liberalism on private

investors has been highly encouraging—the multi-million dollar

American investment in fertilizer and in steel production is an

illustration.

In terms of profit, Pakistan offers the potential investor these

features : a burgeoning economy; raw materials; a domestic market

of almost 1 10 million with growing purchasing power; an emergent

middle class; access to ports and markets in the Middle East, East

Africa, South and Southeast Asia; a reservoir of manpower; a mod-

ern banking system; tariff protection for certain industries; and

nominal duties on imported capital goods.

Pakistan has undertaken a series of key steps to improve this

investment climate still further. Several far-reaching measures have

been promulgated to improve the opportunities for secure and prof-

itable foreign investment in the country’s expanding economy. For

example

:

• price and distribution controls have been either withdrawn or

substantially relaxed.

• incentives have been provided to stimulate production.

• liberal concessions have been offered to investors.

• investment treaties and double taxation avoidance agree-

ments have been concluded with several countries.
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In a determined and deliberate effort to foster the growth of the

private sector, Pakistan has also provided foreign investors with:

• liberal tax holidays ranging up to six years;

• the right to freely remit current profits at will;

• the facility to start an industry with or without the participa-

tion of Pakistani capital;

• generous depreciation allowances;

• additional concessions to mining industries;

• income tax holidays for foreign technical workers in Pakistan;

• guaranteed equal treatment between foreign and Pakistani

investors;

• guarantees against losses arising from inconvertibility of for-

eign currency;

• relief from double taxation.

As may be judged by the record, Pakistan’s determination to

strengthen private investment and the private sector is no idle

posturing. In Pakistan’s view, the growth of the private sector in

industry is expected to lead to a cumulative process of self-financed

industrialization. Thus, Pakistan is seeking, as in the case of the

advanced industrial countries of the West, to judiciously blend pri-

vate and public enterprises and thereby create a genuine mixed

economy.

Pakistan’s realistic policy towards foreign investment may, there-

fore, be stated succinctly in these terms:
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Any American investment by private enterprise in Pakistan will

not only receive the full benefits of substantial tax concessions, but

will also be secured and the investor will enjoy the unrestricted right

to remit profits freely and, if he so wishes, to repatriate investment

capital.

Indubitably, in both the private and the public sector, Pakistan’s

economy is moving forward. The “miracle” of Pakistan’s economic

growth is a measure of the country’s “boot strap” operation. As

President Ayub Khan has observed: “There is only one miracle

that can change the destiny of our nation, and that miracle is hard

work, honest work, clean work. No miracle is greater than the

miracle of honesty of purpose, integrity of action, austerity of con-

duct, and sincerity of heart. 1 ”

1. From Within Quotes, June 1964, Government of Pakistan, Department of Films
and Publications.
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